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§ 685.210 Choice of repayment plan.
(a) Initial selection of a repayment

plan. (1) Before a Direct Loan enters
into repayment, the Secretary provides
the borrower a description of the avail-
able repayment plans and requests the
borrower to select one. A borrower may
select a repayment plan before the loan
enters repayment by notifying the Sec-
retary of the borrower’s selection in
writing.

(2) If a borrower does not select a re-
payment plan, the Secretary des-
ignates the standard repayment plan
described in § 685.208(b) for the bor-
rower.

(b) Changing repayment plans. (1) A
borrower may change repayment plans
at any time after the loan has entered
repayment by notifying the Secretary.
However, a borrower who is repaying a
defaulted loan under the income con-
tingent repayment plan under
§ 685.211(c)(3)(ii) may not change to an-
other repayment plan unless—

(i) The borrower was required to and
did make a payment under the income
contingent repayment plan in each of
the prior three (3) months; or

(ii) The borrower was not required to
make payments but made three reason-
able and affordable payments in each
of the prior three months; and

(iii) The borrower makes and the Sec-
retary approves a request to change
plans.

(2)(i) A borrower may not change to a
repayment plan that has a maximum
repayment period of less than the num-
ber of years the loan has already been
in repayment, except that a borrower
may change to the income contingent
repayment plan at any time.

(ii) If a borrower changes plans, the
repayment period is the period pro-
vided under the borrower’s new repay-
ment plan, calculated from the date
the loan initially entered repayment.
However, if a borrower changes to the
income contingent repayment plan, the
repayment period is calculated as de-
scribed in § 685.209(d)(2).

(Authority: 20 U.S.C. 1087a et seq.)

§ 685.211 Miscellaneous repayment
provisions.

(a) Payment application and prepay-
ment. (1) The Secretary applies any

payment first to any accrued charges
and collection costs, then to any out-
standing interest, and then to out-
standing principal.

(2) A borrower may prepay all or part
of a loan at any time without penalty.
If a borrower pays any amount in ex-
cess of the amount due, the excess
amount is a prepayment.

(3) If a prepayment equals or exceeds
the monthly repayment amount under
the borrower’s repayment plan, the
Secretary—

(i) Applies the prepaid amount ac-
cording to paragraph (a)(1) of this sec-
tion;

(ii) Advances the due date of the next
payment unless the borrower requests
otherwise; and

(iii) Notifies the borrower of any re-
vised due date for the next payment.

(4) If a prepayment is less than the
monthly repayment amount, the Sec-
retary applies the prepayment accord-
ing to paragraph (a)(1) of this section.

(b) Repayment incentives. To encour-
age on-time repayment, the Secretary
may reduce the interest rate for a bor-
rower who repays a loan under a sys-
tem or on a schedule that meets re-
quirements specified by the Secretary.

(c) Refunds and returns of title IV,
HEA program funds from schools. The
Secretary applies any refund or return
of title IV, HEA program funds that
the Secretary receives from a school
under § 668.22 against the borrower’s
outstanding principal and notifies the
borrower of the refund or return.

(d) Default. (1) Acceleration. If a bor-
rower defaults on a Direct Loan, the
entire unpaid balance and accrued in-
terest are immediately due and pay-
able.

(2) Collection charges. If a borrower
defaults on a Direct Loan, the Sec-
retary assesses collection charges in
accordance with § 685.202(e).

(3) Collection of a defaulted loan. (i)
The Secretary may take any action au-
thorized by law to collect a defaulted
Direct Loan including, but not limited
to, filing a lawsuit against the bor-
rower, reporting the default to na-
tional credit bureaus, requesting the
Internal Revenue Service to offset the
borrower’s Federal income tax refund,
and garnishing the borrower’s wages.
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(ii) If a borrower defaults on a Direct
Subsidized Loan, a Direct Unsubsidized
Loan, a Direct Unsubsidized Consolida-
tion Loan or a Direct Subsidized Con-
solidation Loan, the Secretary may
designate the income contingent re-
payment plan for the borrower.

(e) Ineligible borrowers. (1) The Sec-
retary determines that a borrower is
ineligible if, at the time the loan was
made and without the school’s or the
Secretary’s knowledge, the borrower
(or the student on whose behalf a par-
ent borrowed) provided false or erro-
neous information or took actions that
caused the borrower or student—

(i) To receive a loan for which the
borrower is wholly or partially ineli-
gible;

(ii) To receive interest benefits for
which the borrower was ineligible; or

(iii) To receive loan proceeds for a pe-
riod of enrollment for which the bor-
rower was not eligible.

(2) If the Secretary makes the deter-
mination described in paragraph (e)(1)
of this section, the Secretary sends an
ineligible borrower a demand letter
that requires the borrower to repay
some or all of a loan, as appropriate.
The demand letter requires that within
30 days from the date the letter is
mailed, the borrower repay any prin-
cipal amount for which the borrower is
ineligible and any accrued interest, in-
cluding interest subsidized by the Sec-
retary, through the previous quarter.

(3) If a borrower fails to comply with
the demand letter described in para-
graph (e)(2) of this section, the bor-
rower is in default on the entire loan.

(4) A borrower may not consolidate a
loan under § 685.215 for which the bor-
rower is wholly or partially ineligible.

(f) Rehabilitation of defaulted loans. A
defaulted Direct Loan is rehabilitated
if the borrower makes 12 consecutive
on-time, reasonable, and affordable
monthly payments. The amount of
such a payment is determined on the
basis of the borrower’s total financial
circumstances. If a defaulted loan is re-
habilitated, the Secretary instructs
any credit bureau to which the default

was reported to remove the default
from the borrower’s credit history.

(Authority: 20 U.S.C. 1087a et seq.)

[59 FR 61690, Dec. 1, 1994, as amended at 64
FR 57961, Oct. 27, 1999; 64 FR 59043, Nov. 1,
1999]

§ 685.212 Discharge of a loan obliga-
tion.

(a) Death. If the Secretary receives
acceptable documentation that a bor-
rower (or the student on whose behalf a
parent borrowed) has died, the Sec-
retary discharges the obligation of the
borrower and any endorser to make
any further payments on the loan.

(b) Total and permanent disability. (1)
If the Secretary receives acceptable
documentation that a borrower has be-
come totally and permanently dis-
abled, the Secretary discharges the ob-
ligation of the borrower and any en-
dorser to make any further payments
on the loan.

(2) Except as provided in paragraph
(b)(3)(i) of this section, a borrower is
not considered totally and perma-
nently disabled based on a condition
that existed at the time the borrower
applied for the loan unless the bor-
rower’s condition substantially dete-
riorated after the loan was made so as
to render the borrower totally and per-
manently disabled.

(3)(i) For a Direct Consolidation
Loan, a borrower is considered totally
and permanently disabled if he or she
would be considered totally and perma-
nently disabled under paragraphs (b) (1)
and (2) of this section for all of the
loans that were included in the Direct
Consolidation Loan if those loans had
not been consolidated.

(ii) For the purposes of discharging a
loan under paragraph (b)(3)(i) of this
section, provisions in paragraphs (b) (1)
and (2) of this section apply to each
loan included in the Direct Consolida-
tion Loan, even if the loan is not a Di-
rect Loan Program loan.

(iii) If requested, a borrower seeking
to discharge a loan obligation under
paragraph (b)(3)(i) of this section must
provide the Secretary with the dis-
bursement dates of the underlying
loans.
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